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First Five Days

The stock market rally that began on October 13, 2022, continued throughout most of January to mercifully
start the year on a positive note. Notably, the first five trading days produced a positive gain of ~1.4% for the
S&P 500, which is widely regarded by market participants to be a good indicator that positive results may lay
ahead for the full year (often referred to as the “first five days theory”).

Returns were strong for stocks and bonds during the month. The S&P 500 was higher by +6.18%, the NASDAQ
Composite jumped +10.68%, the Russell 2000 lifted +9.69% and the MSCI ACWI rose by +8.05% during January.
The bond market benefited from declining rates with the 10-year US Treasury rate falling from 3.88% last
month to 3.53% at the end of December. This led to an impressive gain of +3.08% for the Bloomberg US
Aggregate index. (CHART 1)

Chart 1 - Strong start to 2023
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Peak Inflation

We believe a key factor driving
negative stock and bond returns
during 2022 was the Federal
Reserve (the Fed) moving from an
accommodative policy stance to a
non-accommodative policy stance.
We called this the “Fed Playbook”
and explained that the Fed has
a dual mandate to achieve price
stability AND maximum sustainable
employment. (See our September
2022 Newletter for a tutorial on the
Fed’'s dual mandate))

We think the market is starting
to perceive that we may have
reached peak inflation sometime
during the middle of 2022. We like
to analyze a combination of the
Consumer Price Index (CPI) and
Personal Consumption Expenditures
excluding food and energy (core PCE)
to monitor inflation trends.

The data suggests that CPI may have
peaked in June 2022 and core PCE

CHART 2 CHART 3 may have peaked in February 2022.
Notably, the S&P 500 established a
near-term low on October 13, 2022,
when the September CPI number was released showing a third straight month of declining inflation. We

think “Peak Inflation” (or disinflation) may become the dominant theme during 2023. (CHART 2 & 3)

History suggests that the economy (and financial markets) can perform well when prices continue to rise
but at a slower pace (disinflation). This is different than deflation, or negative prices, which is what often leads
to poor economic outcomes. We are monitoring several economic variables such as money supply, used car
prices and home values to gauge the potential trend for inflation. Expect to hear more about these factors
throughout 2023.
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Open to Possibility

Our message for much of 2022 was to “respect the downtrend.” The simple focus for most of the year was to
be positioned relatively defensively as long as the major direction of the stock market was down. We modified
this message in the later stages of 2022 to include “but, open to possibility.” The rationale for this change was
based on some incremental improvements we were seeing in the underlying action of the stock market as
well as some economic data that was “less bad.”

We believe that a market bottom is a process and not a point in time that usually includes at least two steps:
sellers must stop selling and buyers must start buying. This may sound overly simplistic, but we use it as a
framework to organize information to help frame our market outlook. The number of new lows on the New
York Stock Exchange is one of the data points we track to let us know the intensity of the selling pressure
in the stock market. We noticed around late November the number of new lows beginning to dissipate and
then 2023 started with new lows dropping more meaningfully. (CHART 4)
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The number of new highs minus the number of new lows is one of the data points we track to help us identify
when the buyers are starting to exert influence over sellers. Again, we noticed around November 2022 that
buyers were starting to show up and that trend continued into 2023. These were important clues to support
our approach to be “open to possibility.” (CHART 5)

We use our “weight of the evidence” approach to help identify potential inflection points and then have a
plan of action ready if the evidence changes. While we have maintained our relatively defensive position
throughout 2022, we have a plan to take incremental steps to put more offense in our models if we continue
to receive positive information regarding the economy and corporate earnings.
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Market Fighting the Fed

We think the biggest hurdle for a prolonged market rally is the disconnect between interest rate guidance
provided by the Fed and the market implied expectations for rates. Specifically, the Fed is guiding to an
effective Fed Funds rate of 5.1% at the end of 2023, but the market is expecting that rate to only be around
4.5%. In addition, the Fed has consistently stated that they are likely to maintain the Fed funds rate throughout
2023, but the market expectation is for a rate cut in November (according to CME Group). (CHART 6)

As we said, be open to possibility. Although we think the market is currently out of sync with the Fed, we think
it has the potential to resolve over the course of the next year or so. Our view is that much of the market action
the past year is related to this battle between Fed guidance and market implied expectations. We think this
friction is healthy and may create a fertile environment for brighter days ahead.
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The index, a member of the Dow Jones Total Stock Market Indices family, is designed to measure the performance of large-cap U.S. equity
securities that are classified as “growth” based on a muilti-factor analysis.

The index, a member of the Dow Jones Total Stock Market Indices family, is designed to measure the performance of small-cap U.S. equity
securities.

The index, a member of the Dow Jones Total Stock Market Indices family, is designed to measure the performance of large-cap U.S. equity
securities that are classified as “value” based on a multi-factor analysis.

The index, a member of the Dow Jones Total Stock Market Indices family, is designed to measure the performance of small-cap U.S. equity
securities.

The S&P 500® Information Technology comprises those companies included in the S&P 500 that are classified as members of the GICS®
information technology sector.

The S&P 500® Health Care comprises those companies included in the S&P 500 that are classified as members of the GICS® health care
sector.

The S&P 500® Consumer Discretionary comprises those companies included in the S&P 500 that are classified as members of the GICS®
consumer discretionary sector.

The S&P 500® Utilities comprises those companies included in the S&P 500 that are classified as members of the GICS® utilities sector.

The S&P 500® Communication Services comprises those companies included in the S&P 500 that are classified as members of the GICS®
communication services sector.

The S&P 500® Real Estate comprises stocks included in the S&P 500 that are classified as members of the GICS® real estate sector.

The S&P 500® is widely regarded as the best single gauge of large-cap U.S. equities. The index includes 500 leading companies and captures
approximately 80% coverage of available market capitalization.

The S&P 500® Consumer Staples comprises those companies included in the S&P 500 that are classified as members of the GICS® consumer
staples sector.

The S&P 500® Materials comprises those companies included in the S&P 500 that are classified as members of the GICS® materials sector.
The S&P 500® Industrials comprises those companies included in the S&P 500 that are classified as members of the GICS® industrials sector.
The S&P 500® Financials comprises those companies included in the S&P 500 that are classified as members of the GICS® financials sector.
The S&P 500® Energy comprises those companies included in the S&P 500 that are classified as members of the GICS® energy sector.

This is not an offer to buy or sell any financial instruments and should not be relied upon as the sole factor in an investment-making decision.

Opinions expressed are not intended as specific investment advice or to predict future performance. This information is not intended as
investment or tax advice.

Registered Representative offering securities and advisory services through Cetera Advisor Networks LLC, Member FINRA/SIPC, a Bro-
ker-Dealer and a Registered Investment Advisor. Advisory services also offered through Lakeridge Wealth Management LLC. Cetera is under
separate ownership from any other entity.

Opinions expressed are not intended as specific investment advice or to predict future performance. Additional risks are associated with
international investing, such as currency fluctuations, political and economic stability, and differences in accounting standards, all of which are
magnified in emerging markets. Past performance is not indicative of future results. The stocks of small companies are more volatile than the
stocks of larger, more established companies.

The views stated in this newsletter are not necessarily the opinion of Cetera Advisor Networks LLC and should not be construed directly or
indirectly as an offer to buy or sell any securities mentioned herein. Due to volatility within the markets mentioned, opinions are subject to
change with notice. Information is based on sources believed to be reliable; however, their accuracy or completeness cannot be guaranteed.

Past performance does not guarantee future results.

This newsletter is created by Portfolio Partners. Portfolio Partners provides investment research, portfolio and model management, and
investment advisor services to investment advisor representatives. Investors cannot invest directly in indexes. The performance of any index
is not indicative of the performance of any investment and does not take into account the effects of inflation and the fees and expenses asso-
ciated with investing. The S&P 500 is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic
economy through changes in the aggregate market value of 500 stocks representing all major industries.

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE)
and the Nasdaq. The Nasdagq is a global electronic marketplace for buying and selling securities, as well as the benchmark index for U.S.
technology stocks and is also used to refer to the Nasdag Composite, an index of more than 3,000 stocks listed on the Nasdag exchange.

The NASDAQ Composite Index includes all domestic and international based commmon type stocks listed on The NASDAQ Stock Market. The
NASDAQ Composite Index is a broad based index. The MSCI EAFE index is designed to measure the equity market performance of developed
markets (Europe, Australasia, Far East) excluding the U.S. and Canada. The Index is market-capitalization weighted. The Bloomberg Barclays
US Aggregate Bond Index, which was originally called the Lehman Aggregate

Bond Index, is a broad based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond mar-
ket. The index includes Treasuries, government-related and corporate debt securities, MBS (agency fixed-rate and hybrid ARM passthroughs),
ABS and CMBS (agency and non-agency) debt securities that are rated at least Baa3 by Moody's and BBB- by S&P. Taxable municipals, includ-
ing Build America bonds and a small amount of foreign bonds traded in U.S. markets are also included. Eligible bonds must have at least one
year until final maturity, but in practice the index holdings has a fluctuating average life of around 8.25 years. This total return index, created in
1986 with history backfilled to January 1,1976, is unhedged and rebalances monthly.

The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe and is a subset of the Russell 3000
Index representing approximately 10% of the total market capitalization of that index. It includes approximately 2000 of the smallest securities
based on a combination of their market cap and current index membership.

The MSCI All-Country World Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market
performance of developed and emerging markets. The MSCI ACWI consists of 46 country indexes comprising 23 developed and 23 emerging
market country indexes. The developed country indexes include: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany,
Hong Kong, Ireland, Israel, Italy, Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United King-
dom and the United States. The emerging market country indexes included are: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece,
Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey and United
Arab Emirates.
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